CHAPTER XIX
REPARATION LEVIES AND THE RATIO OF INTERCHANGE
OR TERMS OF TRADE
§ 1. in this chapter I propose to investigate, not the whole
effect of reparation levies on foreigners, but only their effect
on the ratio of interchange between the reparations-receiv-
ing country's and the reparations-paying country's goods,
usually called the terms of trade between them. We suppose
the reparations levies to consist of annual payments of con-
stant amount and also that wage rates and everything else
have been adjusted to the fact of reparations in both repara-
tions-paying and reparations-receiving countries, so that there
is no reparations-induced unemployment in either of them.
We disregard any complications which may arise through
reparations being paid to one country alone among several
others, and contemplate a reparations-paying country con-
fronting a unified rest of the world.
§ 2. For this study, as also for the parallel study of general
taxes on imports or exports, to be undertaken in the next
chapter, we need to think away the complicating fact that
international trade comprises many different kinds of articles.
This is in line with traditional practice. Thus Mill, in his
analysis of foreign trade, started from the simplifying hypo-
thesis that all England's exports may be represented by so
many yards of cloth and all her imports by so many yards
of linen. Marshall proceeded along the same lines, writing, in
the first exposition of this theory, as follows : " It is assumed
that the pure theory of domestic values has provided the means
of measuring the value in England of all the various wares ex-
ported by England in terms of any one of them. Suppose cloth
of a definite quality to be one of them ; then the value in Eng-
land of all the wares which England exports may be expressed
as that of a certain number of yards of cloth. So the value in
Germany [representing the rest of the world] of all the wares
which Germany exports may be expressed as that of, say, a
certain number of yards of linen." 1 In his final statement
1 The Pure Theory of Foreign Trade [privately printed], p. 1.
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